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Abstract 
This paper, the Working-Lesser model has been applied to estimate the impact of 
remittances on households’ expenditure patterns in Bangladesh. In order to 
investigate the expenditure patterns, we estimated the regressions for three different 
categories. The dataset which has used to examine the impact of remittances on 
household expenditure behaviour was obtained from the Household Survey in Sylhet 
Division in Bangladesh during the period January to June 2004. Given the specificities 
in the data, that is, the all positive numbers in current consumption variable and the 
presence of a considerable number of zero values in the durable goods and education 
categories, two different estimation methods have been used, that is OLS and Tobit. 
Regarding the factors affecting the expenditure patterns, the results suggested that 
as income in the household increases the share of expenditure in current consumption 
decreases. The effect of income is the opposite on the share of durable goods and 
education. The age-current consumption relationship is non-linear suggesting a U-
shaped function and the lowest point being at the age. Home ownership increases the 
share of expenditure on current consumption and durable goods, while it decreases 
the category of education, perhaps reflecting some sort of economic security 
compared to their counterparts. The estimates suggest that the changes in income of 
households who receive remittances are spent differently compared to non-recipients 
across expenditure categories. However, years of migration are not found to affect 
expenditure patterns. Overall, the findings suggest that there is little evidence that 
changes in income levels for households receiving remittances are spent very 
differently from the households not receiving them. Finally, findings may indicate that 
the policy relevance for remittances is not as important as suggested by the literature 
for developing countries, especially for those with a similar profile to Bangladesh. 
Keywords: migration, remittance, impacts, household, 
Bangladesh, UK  
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INTRODUCTION  
Migration is considered as a pre-condition for 
remittances inflows to developing countries. 
However, as expectation of remittances flows 
is viewed as a major motive in the decision to 
migrate there is no debate on the link between 
the two (Mannan & Kozlov 1999). An 
important topic in the literature of migration 
and remittances is the impact of remittances 
on the economy of the home country, 
especially having in mind the relatively large 
share of remittances to GDP for many 
developing countries. The literature remains 
inconclusive and divided into three 
viewpoints on the effect of remittances. The 
first suggests that remittances do not differ 
from other sources of income. The second 
view is that remittances mainly finance 
consumption and are oriented towards non-
productive purchases, such as luxury goods 
and hence, do not generate growth (Ratha 
2003). The third approach considers that 
remittances are used to finance human capital 
investments such as education and health and 
also to establish enterprises and generate 
employment (Osili 2004). However, in order 
to properly address the issue of policies with 
regard to remittances, it is necessary to 
identify their difference, if any, from other 
sources of income in terms of their effect on 
expenditure patterns of households, that is, 
whether remittances are spent differently 
from other income. 
Considering the above mentioned views, and 
the evidence in the literature, this paper aims 
to empirically investigate the effect of 
remittances on household expenditure. 
Studies such as a successful approach by 
studies evaluating the effects of tax/benefit 
policy reforms which may affect expenditure 
patterns (Mannan & Kozlov 2001; 
Muellenbauer 1977; Leser 1963). The 
appropriate method to investigate the impact 
of remittances on households expenditure 
having in mind that additional sources of 
income often shift the household expenditure 
patterns and result in change the expenditure 
preferences. The reason why this particular 
approach is used in this study is because the 
primary interest in this chapter is the 
behaviour of households receiving 
remittances and their expenditure patterns.  
LITERATURE REVIEW 
Several relevant views about the effect of 
remittances on households and the economy 
exist in the literature. This paper attempts to 
describe these views and to identify the 
emerging points of remittances effects on 
household consumption patterns. It is 
important to start by considering why people 
migrate and the motivations for sending 
remittances. This is because theories on 
migration and remittances and the use of 
remittances tend to reinforce each other 
(Mannan & Krueger 2000). There is a lack of 
systemic economic theory on the impact of 
remittances on households’ expenditure 
behaviour, three viewpoints emerge in the 
literature. The treatment of remittances as 
any other source of income may be 
particularly the case in low income countries 
and among poor households, whose income 
may entirely be used to finance consumption 
(Mannan & Kozlov 2003). The behaviour of 
remittances will follow similar patterns to 
other sources of income, financing 
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consumption. Furthermore, in many cases the 
migrant may be sending remittances to 
elderly parents, to their spouse and their 
children, consequently, remittances often 
represent the sole source of income for the 
household in home country. Consumption is 
also often the primary reason why 
remittances are sent; this is consistent with 
the altruistic theory of why remittances are 
sent (Mannan & Krueger 2002). This view 
considers that remittances are sent to the 
home country mostly in cases when they are 
essential to maintain basic living standards 
and therefore, they cannot easily be diverted 
to development. Such a view is also in line 
with the income diversification strategy of 
the household where households minimize 
the income risks by diversifying their labour 
capacities, including sending one or some 
members in other countries. However, as 
suggested by Mannan and Krueger (1998), 
even though remittances are consumed they 
may have long-term positive implications for 
the economy since the welfare and health 
conditions and overall human capital of the 
household members may improve due to 
better nutrition. 
The second view considers remittances as 
having a negative effect on the economy, 
suggesting that they have a spoiling effect on 
households’ expenditure behaviour and that 
remittances mostly finance luxury status 
goods and consumption. This view considers 
that remittances expenditure take place under 
asymmetric information and economic 
uncertainty and therefore, there is a moral 
hazard problem since the use of remittances 
may be unobservable by the migrant. This 
problem is expected to result in increased of 
consumption with little or no investment. 
Moreover, this view considers that 
remittances may also reduce the labour 
supply (Funkhouser 1992; Rodriguez & 
Tingson 2001). The third view, also 
considered as the most optimistic view about 
the impact of remittances on development, 
suggests that remittances decrease the share 
of households’ expenditure on consumption 
goods. Accordingly, the share of income 
spent on durable housing goods and human 
capital investments such as education and 
health increases. This view also supports the 
hypothesis that remittances have a positive 
effect on growth since remittances are used to 
establish enterprises and generate 
employment (Osili 2004). In addition, 
remittances increase the probability of self-
employment of the remittance recipient 
household (Funkhouser 1992). This applies 
especially when the household views the 
remittances as a temporary stream of income. 
This encourages the household either towards 
savings or towards investment and self-
employment which promises future income 
generated from employment (Adams 1991). 
In addition, an important role in deciding the 
final use of remittances maybe played by the 
migrant himself. 
In addition to the investigation of the effect 
of remittances at the household level, a 
number of papers have investigated the 
macroeconomic effect of remittances relating 
to the particular ways remittances may be 
spent. The overall macroeconomic 
implications are a result of aggregated 
behaviour of individuals and hence they 
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represent an important indicator on how 
remittances are used at microeconomic level. 
At macroeconomic level, Ratha (2003), finds 
that remittances increase the overall 
education level in the home country. This 
may imply that a share of remittances is used 
to finance education of recipients. Studies 
such as Bougha-Hagbe (2004) find that 
remittances increase the savings and 
investment in the home country at aggregate 
level. However, Adams (1991) suggest that 
the increase of savings and investments as a 
result of remittances is very small. Similarly, 
Adams (1991) also argue that remittances 
reduce the economic activity of a country and 
labour supply in the economy and households 
consumption increases, suggesting that such 
behaviour is as a result of moral hazard 
problems by the recipients. According to The 
IOM (2004) explore several important factors 
which determine the impact of remittances. 
This news suggests that a significant negative 
role is played by government policies which 
do not provide favourable conditions for 
investment. Moreover, describes that around 
half of remittance recipient households are 
advised by the remitters on how to use 
remittances. In addition, migrants often aim 
to invest in home countries and according to 
this study, the most desired investment 
opportunities of migrants are private 
businesses and real estate. 
RESEARCH METHODOLOGY 
The Theoretical Model  
Following the review of the literature, a 
household-level model for Bangladesh is 
developed to identify the effects of 
remittances on household expenditure 
behaviour. The model will be based on the 
Working-Leser model which extends Engel’s 
model (Working 1943; Leser 1963) by 
adding variables which may have an effect on 
the expenditure patterns of the households. 
The Engel model suggests that the share of 
income spent on consumption goods 
decreases as the income of household 
increases. According to this approach, the 
expenditure on consumption goods does not 
necessarily decrease in absolute terms, but it 
does not increase at the same rate as income. 
The Working-Leser specification is a widely 
used approach in the literature studying 
household expenditure patterns (Deaton & 
Muellbauer 1980a) and has recently been 
extended by including remittances (Zarate-
Hoyos 2004). However, the model developed 
in this paper differs in terms of the dependent 
variable from the current literature 
investigating the impact of remittances on 
expenditure patterns. The model designed 
here uses the approach of seminal work in the 
literature developed Working (1943) and 
Leser (1963) and later extended for systems 
of demand equations by Deaton and 
Muellbauer (1980b). The Working-Leser 
model relates linearly the share of 
expenditures in one category (Ec) to the 
logarithm of total expenditure (logKi) and 
various other control variables (Ki) can be 
described by following Deaton and 
Muellbauer (1980a): 
Ec=µ1+α2logKi……+αnKn+εi 
…………………..(i) 
Where Ec = (Expenses on category i / Total 
expenses) × 100 
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In the model (i) the Ec represents the 
expenditure on each category as a share of the 
total household expenditure. The unobserved 
factors in the model are represented by the 
error term (in the equation. Estimating 
equation (i) for all categories of consumption 
should satisfy the constraint ΣEc =1, which is 
known as the adding-up restriction; the sum 
of the estimated expenditures on different 
categories being equal to total expenditures. 
It is actually the adding-up restriction which 
supports the use of semi-log function against 
other functional forms because using this 
functional form, it will also be possible to test 
the change in consumption patterns for 
luxury, necessity and inferior goods (Deaton 
& Muellbauer 1980b). The general literature 
of expenditure patterns models largely uses 
the natural logarithm of expenditure (logKi) 
as a proxy variable for income (Gujarati 
2004). This is because income data obtained 
from surveys is often underestimated and/or 
not reported, and the expenditure data are 
likely to be more accurately reported. Also, 
Ketkar and Ketkar (1987) referring to 
Friedman (1957) suggest that that 
consumption is dependent on permanent 
income and not necessarily by the actual level 
of current income. Given that consumption 
may be depend on permanent level of 
income, the household consumes even if they 
do not have immediate income by spending 
their savings or by borrowing (Gujarati 
2004). Thus total expenditure is arguably a 
better proxy of permanent income than 
current income. 
Given this, an increase in logKi, representing 
the total household expenditure, is expected 
to have a negative effect on the share of 
expenditure on current consumption while 
the shares of expenditure of other categories 
are expected to increase. Given that 
expenditure here is used as a proxy of 
income, the assumption is that households 
have reached a level of income where the 
elasticity of income with respect to current 
consumption is less than one, suggesting that 
the share of expenditure in this category is 
falling. In addition to the budget, the 
expenditure categories are affected also by 
various household characteristics such 
household size, the age composition of 
household members, education level and 
other household characteristics (Deaton & 
Muellbauer 1980a). Household size and the 
age composition of household members are 
among the most discussed variables in the 
literature (Muellbauer 1977; Deaton & 
Muellbauer 1980a). This is because it is 
argued that larger households tend to spend 
on consumption a larger share of their 
budget. Stone (1954) used the Amsterdam 
Scale to weight differently the number of 
household members according to their age. 
The Amsterdam Scale uses the food 
consumption requirements by a household 
considering the size and the age composition 
of the members. In this context, according to 
Deaton and Muellbauer (1980a), the number 
of household members can be taken into 
account by adding separate variables which 
account for the number of children and for 
adult household members.  
Moreover, in selected consumption 
categories, a higher number of household 
members may not necessarily increase 
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expenditure. This is especially important for 
certain categories of durable goods. 
Furthermore, although households with more 
members may increase the share of current 
consumption goods to total expenditure, 
however this may be at a decreasing rate as a 
result of economies of scale within the 
household. This is because, it is theorized that 
larger households who could decrease the 
cost of consumption by using bulk purchases 
and focusing on discounts, therefore, with 
little extra cost to the total (Nielson 1988; 
Lazear & Micheal 1980). Given the 
theoretical foundations and the specification, 
this may be expressed as: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6 B18i2 +α7 Sqi +α8 Sqi2+ εi ……………..(ii) 
where (B18) represents the number of children 
under the age of 18, while (S) is the number 
of adult household members, and B182 and Sq2 
their respective squared values, allowing for 
non-linear relationships. 
Using expenditure per capita as the 
dependent variable instead of the share of 
total expenditure ignores any variation of 
expenditure with respect to age, for example, 
that babies consume less than adults, and 
possible economies of scale within the 
household, which is another reason for using 
the share in this investigation. Given the 
discussion above, it is expected that both 
more children and adults increase the 
expenditure share on consumption, though 
the rate of increase is expected to be lower for 
children. The squared terms are expected to 
be negative given economies of scale. 
Similarly the proportion of expenditure on 
education may rise with increased number of 
household members, while that on durable 
goods fall. 
The age variables (AgHH and AgHHi2) 
represent the age of the head of household 
and its squared value. This relationship 
between age and consumption is built upon 
the hypothesis that younger individuals have 
a higher propensity for risk-taking behaviour, 
while at later ages, this risk propensity is 
likely to decrease. Consequently, with this 
hypothesis, it is assumed that at younger age, 
individuals attempt to accumulate capital for 
investment, hence reduce the share of 
expenditure on consumption (Giannetti & 
Simonov 2004). On other categories such as 
education expenditure shares are also 
expected to be higher at younger ages, but 
also at a decreasing rate. Similarly are the 
expectations for durable goods, especially if 
they are considered an investment for future 
consumption, given that the attitude for risk 
taking changes with age. This behaviour may 
be expected as a result of a life-cycle 
behavior given that individuals are more 
likely to invest in their education or other 
investments while younger. 
Education as an important household 
characteristic may be a factor affecting the 
consumption patterns. The hypothesis is that 
education changes the expenditure patterns 
given the change of tastes for goods, for 
example, educated head of households may 
spend more on the education of their children 
and less on current consumption than other 
households. In this context, this variable is 
important for households whose members are 
currently in education. A variable for 
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education has been included in expenditure 
models in various forms, such as the number 
of household members currently in 
education, the education level of household 
members of selected age groups and the 
education level of the head of household. 
However, with few exceptions, the rationale 
for including these variables has been largely 
neglected in these studies. This is important, 
especially for education related expenditures 
of the household, having in mind that 
education expenditures may be viewed as a 
trade-off between the current level of 
household consumption and expected income 
and consumption in the future, given that 
earnings are related to education levels 
(Becker 1964; Deaton & Muellbauer 1980a). 
The inclusion of the head of household’s 
education may reflect the long-term plans of 
the household (Deaton & Muellbauer 1980a), 
which is expected to be as a result of 
improved human capital and due to the 
changes in tastes of the household and 
migration plans. It may also reflect the share 
of the human capital expenditure of the other 
household members. An education variable is 
therefore included in the model: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+εi 
……………..(iii) 
where, the variable (EduHH) is the education 
level of the head of household. The number 
of household members attending each level 
of education is not included here, given that 
primary and post-compulsory secondary 
education in Bangladesh is public funded and 
that most children go to a local school, there 
are only incidental direct costs related to this 
level of education. Given that higher 
education incurs larger costs for the 
household and also represents a more 
significant human capital investment, this 
variable is often included in expenditure 
models. However, in the model presented in 
this paper, it is not included as a variable 
because one of the five categories of 
expenditure examined here is the share of 
expenditure on education and being in higher 
education is the outcome of spending 
decisions, which is what is being modelled. 
The expected sign on the education variable 
is negative for current consumption share and 
positive for the shares of expenditure on 
education and durable goods, given their 
longer term positive effects for the 
household. 
Regarding gender of the head of household, 
it has been argued by several studies that if 
the head of household is female, the 
expenditure proportion increases for 
education and the share of the current 
consumption category decreases 
(Quisumbing & Maluccio 2000). This has 
been explained as an indirect investment in 
children by the women, especially in 
societies where asset accumulation is 
controlled by men, hence, women try to 
ensure a smoothed long-term consumption 
through investing in children and health 
(Guyer 1997). A similar argument for long-
term investment could be considered for 
durable goods category when the head of 
household is female. The importance of the 
gender of the head of household has been 
found in empirical studies. Therefore, it is 
considered important to include the personal 
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characteristics of the head of household in the 
equation and adding gender (Gd) to the 
equation with expected positive sign for 
education and durable goods expenditure 
share and negative for current consumption 
share to give the following model: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+εi…
…..(iv) 
The behaviour of households where the head 
is self-employed is theorized to be different 
from households headed by employees. The 
hypothesis regarding self-employed 
individuals is that they face higher income 
risk or higher income volatility as opposed to 
the regular employed individuals. In this 
context, the possible variations in income that 
the self-employed face is likely to increase 
the savings motive for such households 
which is likely to decrease the share of 
expenditure on the other categories such as 
the expenditure on durable goods and current 
expenditure (Quisumbing & Maluccio 2000). 
Also, the inheritance practice in Bangladesh, 
which in almost all the cases is characterized 
by transfer of the business and real estate to 
the children, may result in self-employed 
head of households expending less on formal 
education for their children, being more 
focused on the practice of running the small 
business. In this context, we included the 
variable of self-employment in the model, 
denoted by (Enup). 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+α11Enu
pi+εi……(v) 
Even though the literature largely lacks a 
discussion on housing status and its 
implications for the expenditure patterns for 
developing countries, the model will be 
extended to include this variable. This is done 
so having in mind that various expenditure 
categories are expected to have a higher share 
in cases when the household has its own 
house/apartment. The importance of home 
ownership is that homeowners consider that 
their most valuable asset in their household’s 
wealth portfolio is their own home. 
Therefore, the overall wealth of the 
households is considered to be linked to the 
home ownership. However, for many 
developing countries, like Bangladesh, the 
mortgage market is not widespread and fully 
functional, which means that if a household 
indicates they own a house this does not 
usually imply mortgage payments are being 
made. In this context, the share of 
expenditure on categories such as current 
consumption, durable goods and education 
could be expected to increase, being a 
reflection of the lack of expenditure on rent. 
The home ownership (Hwn) is included in the 
model as: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+α11Enu
pi+ α12Hwni + εi………..(vi) 
Remittances, in the context of their effect on 
household expenditure patterns, are 
presented in the literature with three views. 
The first considers remittances as any other 
source of income and hence, the household 
does not behave differently in terms of 
expenditure in the presence of remittances 
and this is approach already modelled by 
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including the log of expenditure. In order to 
model the other views, to capture the effect 
of remittances, beyond the general effect of 
expenditure, it is necessary to implement 
interaction terms. Remittances interacted 
with using the actual reported amounts of 
remittances would allow to investigate the 
different effect across different levels of 
remittances, however, an interaction term 
between remittances and logKi would 
provide results which are not interpretable. 
Furthermore, transforming remittances into 
logarithmic form is not possible given that a 
very large number of households receive zero 
remittances. Another method of capturing the 
effect of remittances is interacting a dummy 
variable for receiving remittances with logKi 
and hence obtaining the effect of logKi for the 
households who receive remittances as 
compared to those who do not receive 
remittances. Although using the dummy 
variable does not capture the effect of the size 
of remittances, the dummy remittances 
interacted with logKi provides interpretable 
results. Including remittances in the equation, 
it takes the following form: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+α11Enu
pi+α12Hwni+α13(DtRmi×logKi)+εi………..(vii) 
where the interaction term between dummy 
remittances and the logarithm of expenditure 
is represented by the term. It should be taken 
clearly into consideration that total household 
expenditure also includes the expenditure 
from remittances, therefore, the effect of the 
remittances variable is considered as a 
change to the general effect of (DtRm × 
logKi). The inclusion of interaction between 
whether the household receives remittances 
and the expenditure variable allows 
investigating the differences across 
households in terms of marginal budget 
shares and expenditure elasticity between the 
categories of expenditure for the remittance 
recipient households and their counterparts 
(Zarate-Hayos 2004). The expected sign of 
the interaction term depends on which of the 
three views of the effect of remittances 
considered. 
A significant contribution of this paper to the 
literature on the impact of migration and 
remittances on expenditure patterns is the 
inclusion of migrant’s characteristics in the 
model. Such characteristics are entirely 
neglected by the current empirical literature. 
The hypothesis and the rationale for inclusion 
are presented along with the variables. 
The role of the migrant in the decision-
making process for the expenditure of the 
household, especially in the spending of 
remittances, may affect the expenditure 
patterns. Migrants may advise the household 
on the spending of remittances, and hence 
affect households’ expenditure patterns. Such 
behaviour of the migrants might be as a result 
of their intentions to return to their own home 
countries. In this context, migrants may 
advise on how to spend remittances, and if 
that is the case, this is expected to decrease 
the share of expenditure on current 
consumption, while it may increase the share 
of durable goods and education expenditure. 
This may be related to the inheritance 
aspirations of the migrant, which is also 
recognized as one of the motivations for 
sending the remittances. Since the concern is 
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with the effect of this variable on the 
expenditure of remittances, this variable on 
migrants’ advice to the household for their 
expenditures will be included in the model 
interacted with remittances. However, a 
similar argument applies as above on the 
need to interact with expenditure. That is 
because migrants’ advice is expected to alter 
how the remittance part of total expenditure 
is spent. Therefore, the interaction between 
migrants’ advice is implemented as a three-
way interaction: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+α11Enu
pi+ α12Hwni + α13 (DtRmi × logKi)+ α14 (DtRmi × 
logKi)Mad +εi………..(viii) 
where, represents the triple interaction term 
between variables dummy remittances 
(DtRm), expenditure (logKi) and whether the 
migrant advises (Mad) the household on the 
use of remittances. It is expected to have a 
negative sign on the current consumption 
share and a positive signs for other categories 
of expenditure. 
The moral hazard behaviour by the 
households is considered likely given the 
lack of control mechanisms by the migrant on 
the household expenditure. The lack of 
control allows the household to engage in a 
behaviour which would result in an 
expenditure pattern that may increases the 
short-term welfare of the household by 
spending a higher share on consumption 
goods, in particular on luxury goods. This is 
because, in most of the cases, there is no 
control mechanism by the migrant on the 
expenditure of the household. The moral 
hazard arises because of the lack of control 
mechanism and the variable (Cmv), which is 
the frequency of migrants’ visits to the home 
country, represents a proposed control 
mechanism towards the potential moral 
hazard behaviour by the household. 
Remittances sending migrants may advise the 
household on expenditure for certain 
categories and during the visits the migrant 
may verify whether their advice has been 
fulfilled. Consequently, the higher the 
frequency of the visits by the migrant to the 
home country, the higher may be the control 
over the expenditure behaviour of the 
household. In this context, the frequency of 
the visits in included in the model and similar 
to above, it is included as a three-way 
interaction. It is expected to have a negative 
sign on the current consumption share and a 
positive sign for other categories of 
expenditure. 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+α11Enu
pi+ α12Hwni + α13 (DtRmi × logKi)+ α14 (DtRmi × 
logKi)Mad+α15(DtRmi×logKi×Cmv)+εi…(ix) 
The risk that households face on the 
sustainability of remittances may also affect 
their expenditure patterns. For example, if 
migrants’ legal status in the host country is 
not resolved, the household in the home 
country perceives the risk that they may face 
a sudden stop of remittances flows. This is 
because the migrant may involuntarily be 
returned to the home country. The 
considerations of the migrants’ legal status, 
however, these patterns have changed 
significantly given that today many have 
obtained citizenships of the destination 
 Mannan & Krueger:  
The Impact of Remittances on Household: An Empirical Study on the Bangladeshi Diaspora in United Kingdom 
58 
countries and this may not be so applicable. 
Another type of risk is the gradual decrease 
of remittances which exists as a result of the 
duration of stay of the migrant in host 
country. This is because, remittances flows 
towards the home country are expected to 
initially increase with the duration of stay of 
the migrant in host country, however, this 
increase is at decreasing rate and reaches the 
peak at some point of time, and after this 
point remittances continue to decrease 
(Funkhouser 1995). In the theory of 
remittances, this approach is recognized as 
the link maintenance motive. This means that 
a migrant may have strong links in the first 
few years of migration and send more 
remittances, while later this may fade as a 
result of migrants’ integration in the host 
country and the new social aspects which 
may characterize the migrant. Again years of 
migration (Yom) is modelled as a three-way 
interaction, including a squared term because 
of the expected non-linearity, with the signs 
expected to be positive for current 
consumption and negative for the education 
and durable goods for Yom and the opposite 
for the squared terms: 
Ec=µ1+α2logKi+α3AgHHi+α4AgHHi2+α5B18i+
α6B18i2+α7Sqi+α8Sqi2+α9EduHH+α10Gdi+α11Enu
pi+ α12Hwni + α13 (DtRmi × logKi)+ α14 (DtRmi × 
logKi)Mad+α15(DtRmi×logKi×Cmv)+α16 (DtRmi 
×logKi×Yom)+α16(DtRmi×logKi×Yom)2+ 
εi………..(x) 
As discussed above, the literature is mostly 
focused on the changes in expenditure 
patterns on current expenditure, durable 
goods and education. These categories are 
also of importance in considering 
implications for economic activity in 
Bangladesh and so are investigated in this 
study. The questionnaire that provides the 
data on Bangladesh for this investigation 
gives information on the following seven 
sorts of expenditure: (i) food, (ii) non-food, 
(iii) semi-durable goods, (iv) durable goods, 
(v) housing, (vi) health and (vii) education. 
Groups (i), (ii) and (iii) are included in 
current consumption, given that these 
products are consumed and used on a daily 
basis and differ from durable goods in their 
expected lifetime but also typically have a 
substantially lower price. Group (iv) is the 
separate durable goods category and (v) 
education. It was decided, following the 
practice in similar studies, to estimate these 
categories, in addition policy changes have 
affected expenditure in (vi) and (viii) in 
recent years in Bangladesh. 
Data 
The dataset which will be used to examine the 
impact of remittances on household 
expenditure behaviour was obtained from the 
Household Survey in Sylhet Division in 
Bangaldesh. This dataset was compiled using 
the face-to-face method of interviews and 
was based on a random selection of 
households for the population of Bangladesh. 
The sample was stratified based on size of the 
regions, cities and villages. The interviews 
were conducted with 400 households in the 
country and given the sample selection 
procedure it is considered to be 
representative of the country. This dataset 
contains detailed information on households’ 
profile, such as size, housing status, 
education, employment, income, expenditure 
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and head of household characteristics. 
Moreover, this questionnaire also contains 
detailed information regarding migration and 
remittances, such as the relationship of the 
household to the migrant, whether the 
household receives remittances or not and the 
amount of remittances, perceived reasons 
why migrant sends remittances, reasons for 
migration, frequency of visits by the migrant 
and a very detailed table which presents the 
share of remittances spent on the seven 
different categories discussed above. The 
data presented in this paper are not weighted 
given the stratification in the survey since the 
primary interest here is in investigating the 
variables affecting expenditure patterns. 
The data from this type of surveys, however, 
should be treated with caution having in mind 
the problems that may have occurred during 
the conducting of the survey. Such problems 
include the non-declaration of the households 
of information which they may consider 
sensitive. Such problems may arise as a result 
of fear of additional taxation, and hence this 
may lead to under-reporting for instance of 
income and remittances. However, it should 
be pointed out that there are no taxes applied 
in Bangladesh on remittances and the 
interviewers during the process described the 
interviewed as generally positive and 
cooperative with minor refusals to respond 
by a few interviewees. The problem that 
arises from this type of question is that the 
length of the period the question addresses is 
relatively short and many types of 
expenditures, especially those related to 
durable goods, may not happen in high 
frequency over the year. This reflects the low 
frequency of durable goods purchases by 
households and hence for questions of this 
nature a longer time-span may be more 
appropriate.  
DATA ANALYSIS AND DISCUSSION 
Table 1.1 presents the descriptive statistics 
for this and the other variables in equation 
(x). Over 98 percent of the households 
interviewed in this survey lived in their own 
house/apartment. The average age of the head 
of household in this sample is 48 years, while 
only 14 percent of the households are headed 
by females. On average, the years that the 
head of households attended education are 11 
years. Around 92 percent of the families have 
family members under the age of 18, while 
the households who have children. Around 
11 percent of the head of households in this 
survey are self-employed.
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Table 1.1: Descriptive Statistics of the Variables 
Variables Mean Std Dev. Minimum Maximum 
Dependent variables     
Present Consumption 61.81 15.47 6.50 100.00 
Durable Goods 2.74 5.14 0.00 44.10 
Education 6.10 11.14 0.00 69.00 
Independent variables     
Log of Expenditure 2.32 0.14 1.40 2.55 
Age of the Household Head 48.23 12.11 16.00 92.00 
Age of the Household Head2 2,326.13 146.65 256.00 8,464.00 
Number of Children below 18 0.92 1.11 0.00 12.0 
Number of Children below 182 0.84 1.23 0.00 144.00 
Number of Adults 3.78 1.61 1.00 9.00 
Number of Adults2 14.28 2.59 1.00 81.00 
Gender 0.14 0.26 0.00 1.00 
Self-Employed 0.11 0.06 0.00 1.00 
Housing Status 0.98 0.24 0.00 1.00 
Log Remittance 0.46 0.94 0.00 2.91 
Log Migrant Advise and Remittance 0.13 0.48 0.00 2.91 
Log Frequency of Visit and Remittance 0.55 1.75 0.00 14.10 
Log Year of Migration and Remittance 4.54 14.16 0.00 110.40 
Log Year of Migration and Remittance2 243.10 873.11 0.00 13411.60 
Given that the new specification, some of the 
independent variables, those interacted with 
income, have changed. Therefore, in Table 
1.2 we presented the descriptive statistics for 
those variables that have changed, while the 
remaining are the same with those presented 
in Table 1.1. 
 
Table 1.2: Descriptive Statistics of the Variables interacted with log of income 
Independent variables Mean Std.Dev. Minimum Maximum 
(DtRmi × logKi) 0.10 0.70 0.00 3.11 
(DtRmi × logKi × Cmv) 0.60 1.81 0.00 14.90 
(DtRmi × logKi × Yom) 5.71 14.90 0.00 119.40 
(DtRmi × logKi × Yom)2 25.26 873.90 0.00 1311.60 
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Regarding the specifications, the share of 
expenditure on durable goods and the share 
of expenditure on education, the Tobit corner 
solution model is used given that all the data 
are observable, but there is clustering at 0 in 
the dependent variable. However, this model 
does not have well-developed diagnostic 
tests, but a commonly suggested method to 
evaluate if Tobit is the appropriate method is  
 
 
dividing the estimated coefficient with the 
standard error of the regression and to 
compare the results with the Probit 
coefficients (Wooldridge 2002). For the 
significant coefficients, in cases when the 
sign changes, this indicates a problem with 
the Tobit model (Wooldridge 2002). There is 
therefore, no indication that this model is 
inappropriate. The results of the estimated 
regressions are presented in Table 1.3.      
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Table 1.3: The estimated regression on consumption as a share of total expenditure 
Variables OLS (la) 
Consumption 
OLS (lb) 
Consumption 
OLS (lc) 
Consumption 
logKi -3.87   
Ec 0.000 -0.024 
(0.000) 
 
Ec2  5.61e 
(0.000) 
 
Log of Income   -1.051 
(0.007) 
AgHHi -0.235 
(0.001) 
-0.237 
(0.001) 
-0.0345 
(0.000) 
AgHHi2 0.002 
(0.011) 
0.002 
(0.007) 
0.002 
(0.001) 
B18i 1.660 
(0.000) 
1.564 
(0.000) 
1.544 
(0.000) 
B18i2 -0.014 
(0.648) 
-0.006 
(0.860) 
-0.015 
(0.683) 
Sqi 1.052 
(0.066) 
0.607 
(0.104) 
-0.581 
(0.201) 
Sqi2 0.012 
(0.604) 
0.058 
(0.225) 
0.086 
(0.102) 
EduHH 0.173 
(0.000) 
0.137 
(0.001) 
0.074 
(0.214) 
Gdi 1.370 
(0.000) 
1.110 
(0.001) 
1.501 
(0.000) 
Enupi 2.857 
(0.000) 
2.726 
(0.000) 
2.434 
(0.001) 
Hwni -1.387 
(0.081) 
-1.402 
(0.074) 
0.610 
(0.315) 
(DtRmi × logKi) 0.624 
(0.002) 
  
(DtRmi × logKi)Mad  2.087e 
(0.788) 
 
(DtRmi × logKi × Cmv)   0.711 
(0.005) 
(DtRmi × logKi × Yom) -0.011 
(0.016) 
  
(DtRmi × logKi × Yom)2  -2.87e 
(0.180) 
 
Costant 80.75 
(0.000) 
62.62 
(0.000) 
66.32 
(0.000) 
R2 0.164 0.164 0.024 
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Table 1.3 gives the results for current 
consumption for all three models discussed 
above. However, it should be noted that in 
most cases the signs and significance of the 
variables is the same in all three 
specifications. Table 1.4 gives the results, the 
interpretation will be variable by variable, 
across the three different models. This makes  
 
the interpretation easier to follow, having in 
mind that variables are usually expected to 
have a mirroring effect from one category to 
the other. All the interpretation is ceteris 
paribus and on average. Given the major 
concern is with the effect of remittances the 
interpretation starts with the variables that 
estimate the changes in expenditure 
connected to receiving remittances. 
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Table 1.4: Tobit Unconditional Marginal Effects 
Variables Durable 
Goods 
Education 
Log of Income 1.270 
(0.000) 
0.353 
(0.002) 
AgHHi 0.121 
(0.001) 
0.122 
(0.000) 
AgHHi2 -0.001 
(0.003) 
-0.002 
(0.000) 
B18i -0.321 
(0.016) 
0.220 
(0.064) 
B18i2 0.010 
(0.705) 
-0.032 
(0.203) 
Sqi 0.031 
(0.734) 
2.360 
(0.000) 
Sqi2 -0.014 
(0.382) 
-0.156 
(0.000) 
EduHH 0.012 
(0.312) 
0.128 
(0.000) 
Gdi -1.281 
(0.000) 
-0.272 
(0.124) 
Enupi 1.101 
(0.000) 
-1.318 
(0.001) 
Hwni -0.535 
(0.080) 
-2.071 
(0.000) 
(DtRmi × logKi) 0.124 
(0.027) 
-0.111 
(0.128) 
(DtRmi × logKi)Mad -0.031 
(0.130) 
0.114 
(0.013) 
(DtRmi × logKi × Cmv) -0.062 
(0.251) 
0.053 
(0.372) 
(DtRmi × logKi × Yom) -0.017 
(0.121) 
0.010 
(0.374) 
(DtRmi × logKi × Yom)2 0.000 
(0.101) 
-0.001 
(0.725) 
Costant -14.501 
(0.000) 
-27.601 
(0.000) 
 
Remittances interacted with the log of 
income captures the effect of receiving 
remittances on expenditure above the general 
effect of an increase in a household’s income. 
Remittances interacted with the log of 
income is statistically insignificant in the 
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estimations for the share of expenditure on 
current consumption, implying that with 
regard to the share of expenditure on 
consumption, there is no difference between 
the expenditure of households who receive 
remittances and the expenditure those who do 
not receive remittances, suggesting that 
remittances are treated as other sources of 
income. However, at the 10% significance 
level there is difference for durable goods 
expenditure. With regard to expenditure on 
durable goods, an increase of one percent in 
income of the remittance recipient 
households increases the share of expenditure 
on durable goods compared to non-
remittance holders. The results above suggest 
that remittance recipient households spend 
their income in the same way as non-
remittance households with respect to 
consumption and education, though there 
may be a slight difference for durable goods, 
albeit the results show a very small effect. 
Given other things being constant, the 
estimates in this section are for the effect of 
becoming a remittance receiving household 
compared to a household not receiving 
remittances. It assumes that there is no 
change in the household receiving advice, in 
the number of visits from the migrant or in 
the years since migration. The effect of 
changes in these variables for remittance 
receiving households is in addition to the 
changes above and considered in the 
following three paragraphs. 
As explained in the theoretical in above, the 
behaviour of the migrant towards the 
household may affect the households‟ 
decision-making process about the types of 
expenditure. In addition to allowing the effect 
of income on the shares to be moderated by 
receiving remittances, this was also modelled 
to allow different effects if the migrant has 
given advice on spending. The results 
provide evidence which is contrary to our 
expectations, suggesting that if the migrant 
advises the household on how to spend 
remittances, the effect of a one percent 
increase in income is an increase in the share 
of consumption expenditure, compared to 
households receiving remittances but not 
getting advice. The estimated additional 
effect for these households is not significant 
for shares of education and durable goods. It 
would have been expected that migrants 
would advise to spend on durable goods or 
education if they are driven by self-interest 
motives such as exchange of services, 
investment or inheritance seeking motives, 
but the variable is insignificant in these 
regressions. However, given that the advice 
is resulting in a higher share spent on 
consumption expenditure, it may be argued 
that altruism is the primary reason why 
migrants send remittances. 
The frequency of visits, which was proposed 
as a control mechanism variable on the 
expenditure of the households who receive 
remittances, does generate a significant 
positive additional effect on the share of 
expenditure on education. The result suggests 
that, as if a remittance sender visits once, the 
effect of a one percent increase in income is 
an additional increase in the share of 
education expenditure, compared to 
households receiving remittances but not 
receiving visits. Such results may indicate 
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that the frequency of visits may serve as 
control mechanism on the expenditure of 
recipient households, if we assume that 
spending on education is desired by the 
migrant. The frequency of visits affects also 
the current consumption category, suggesting 
that if remittance sender visits the country 
once this results in a decrease in the share of 
expenditure on current consumption with an 
increase of income of by one percent. 
The years of migration variable, which was 
included to see if the households perceive the 
risk of decreasing remittances as a source of 
income and adjust their expenditure patterns, 
is statistically insignificant across all 
specifications. The income variable is highly 
significant and this result suggests that one 
percent households’ income would decrease 
of the share of expenditure on consumption 
goods to total expenditure. The results of the 
variable are in line with the literature, as in 
most empirical studies an increase in income 
suggests a decrease in the share of 
expenditure for consumer goods. A similar 
increase in income increases the share of 
expenditure on durable goods and education, 
respectively. These estimates are also highly 
significant however, the magnitude is 
relatively low. Given the interaction dummy 
between the natural logarithm of income and 
receiving remittances in the specifications, 
these estimates are for those not receiving 
remittances. 
The estimated effect of the age of the head of 
household and expenditure on consumer 
goods is a non-linear relationship, such that 
as the age of the head of household increases, 
the expenditure on consumer goods 
decreases, but at decreasing rate, given by the 
positive sign of the age squared. Both the 
linear and squared values are highly 
significant at 1 percent level. The share of 
expenditure on consumption goods decreases 
as the age of the head of household increases. 
Such relationship between age and 
expenditure on consumption goods could be 
as a result of entrepreneurial behaviour of the 
head of households while at younger age. 
Regarding durable goods and education, the 
age of the head of household is statistically 
significant at 1 percent. The effect of age on 
the share of durable goods expenditure is an 
inverse U-shaped relationship. The results for 
the relationship between age and education 
expenditure share similarly suggests an 
inverse U-shaped function with it increasing 
until a peak at the age. 
The share of expenditure on current 
consumption goods is also estimated to be 
significantly positively affected by the 
number of the children below the age of 18 in 
the household. However, the effect of the 
square variable is insignificant, suggesting 
that this relationship is linear. As the number 
of children increases by one, the share of 
expenditure on current consumption 
increases. Regarding the specifications for 
the durable goods, the results for the number 
of children are of expected sign and 
significance, suggesting a negative 
relationship between number of children and 
the share of expenditure on durable goods. 
The squared term is insignificant. The results 
suggest that, on average, as the number of 
children increases, the share of current 
expenditure on durable goods decreases. 
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Importantly, the number of children suggests 
a positive relationship towards the share of 
expenditure on education, although this is 
only significant. When keeping other 
variables constant, the number of children 
results in higher share of expenditure on 
education. The squared term of the variable 
for the number of children is statistically 
insignificant with a negative sign. 
The effect of the number of adult household 
members is statistically insignificant 
regarding the share of current consumption. 
For adult household members consumption 
patterns may be characterized by some 
returns to scale. Moreover, as Nielson (1988) 
argues, the higher number of household 
members may result in increasing returns in 
production, while this may add little or 
nothing to the cost of cooking meals. A larger 
household could also decrease the overall 
cost of consumption by using bulk purchases 
and focusing on discounts, therefore, with 
little extra cost to the total (Nielson 1988; 
Lazear & Micheal 1980). For the category of 
durable goods, the number of adult household 
members result is as expected, statistically 
insignificant. This result suggests that as the 
number of adult household members’ 
increases, the share of durable goods does not 
change. These results make sense given that 
a household may not need, for example, more 
refrigerators, cars or TV-s if the number of 
adult household members increases, keeping 
the other variables constant. However, 
regarding the impact of the number of adult 
household members on the share of 
expenditure on education, both the single and 
squared terms are significant. The share of 
expenditure on education is estimated to 
increases until the number of adults in the 
household.  
The education of the head of household is 
statistically insignificant regarding the effect 
on the share of expenditure on current 
consumption and durable goods. However, 
regarding the share of expenditure on 
education, the results are in line with 
expectations. Keeping other variables at their 
mean value, the results suggest that, an 
additional year spent in education by the head 
of household in the share of expenditure on 
education. This variable indicates that more 
educated households increase their share of 
expenditure on education and view it as an 
important human capital; they may consider 
education as a valuable expenditure category 
which may affect the long-term well-being of 
household members. Gender of the head of 
household is also important in expenditure 
patterns. The results suggest that female 
headed households spend a higher share of 
total expenditure on the current consumption 
goods category. On the other hand, female 
headed households spend lower share on 
durable goods. Regarding education 
expenditure, the gender of the head of 
household is statistically insignificant. 
Among the most important variables in the 
share of expenditure across the three 
categories investigated in this paper is the 
housing status of the household. If the 
households own the house/apartment they 
live in, their share of expenditure on current 
consumption increases. Owning their 
house/apartment increases the share of 
expenditure on durable goods. The 
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relationship is the opposite when considered 
the share of expenditure on education. If the 
household owns the house, the share of 
expenditure on education decreases. The 
literature lacks a discussion about this 
variable; however, this variable appears to be 
of importance in Bangladesh and this may 
also apply to other countries since it may 
shape expenditure patterns. For example, if 
the house is not owned, the household would 
be expected to pay rent, hence allowing a 
lower share for expenditure across other 
categories. If the household is renting the 
house/apartment, then it is likely that they 
will spend less on durable goods given that 
they may be temporarily living in the rented 
house/apartment and hence they are not 
willing to invest in durable goods for 
houses/apartments they do not own. 
The variable taking into account if the head 
of household is self-employed is statistically 
insignificant for the category of expenditure 
on current consumption, while it is 
significant, with regard to durable goods. 
This variable indicates that self-employed 
head of households spend less on durable 
goods. This variable is highly significant for 
the category of the share of expenditure on 
education. The results suggest that the share 
of expenditure on education decreases. Two 
interpretations could be applicable to this 
variable, firstly, that self-employed face 
higher income risks, hence they decrease the 
share of expenditure on durable goods and 
education and increase their savings. 
Secondly, this could be a result of small 
business focusing on further investing in 
physical investment rather than household 
goods and human capital. Also, the 
inheritance practice in Bangladesh, which in 
almost all the cases is characterized by 
transfer of the business and real estate to the 
children, may result in self-employed head of 
households expending less on formal 
education for the children, being more 
focused on the practice of running the small 
business. 
The specification above allowed the 
expenditure patterns of remittance receiving 
households to be distinguished from other 
households. However it assumes that the 
effects of the non-remittance related 
variables are the same for both types of 
household. Given the prominence of the 
effect of remittances in the research, in order 
to explore as much as possible the 
implication of remittances for expenditure 
patterns, estimates for remittance recipient 
households only are estimated. Apart from 
the exclusion of the remittance dummy 
variable, the same variables were included 
and the same diagnostic tests are applied in 
Table 1.5. The specification used in (Ic), 
excluding the interaction term between 
dummy of remittances and income, again was 
supported by the Ramsey RESET test. 
However, using the sub-sample of household 
remittance recipients, many variables are 
statistically insignificant, though the sign 
largely remains similar to the total sample 
estimates. Given that all households in the 
sample receive remittances, the interpretation 
starts from the variables of particular interest, 
those connected to remittances. 
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Table 1.5: Estimation of the Regressions for Remittance Recipient Households 
Current Consumption Coeff. Std.Err t p> ׀t   ׀  95% 
Conf. 
Interval 
Lnx -24.545 7.250 -3.150 0.000 -42.066 -18.123 
AgeHH -0.180 0.157 -0.620 0.364 -0.608 0.224 
AgeHH2 0.001 0.001 0.710 0.324 -0.002 0.006 
B18i 2.012 0.703 2.651 0.000 1.331 3.513 
B18i2 -0.178 0.703 -1.190 0.120 -0.381 0.111 
Sqi 1.111 1.171 0.750 0.281 -1.304 2.510 
EduHH -0.012 0.115 -0.101 0.802 -0.151 0.123 
Gdi -1.115 1.476 -0.650 0.337 -3.213 1.801 
Enupi -1.000 1.643 -0.543 0.557 -3.335 1.333 
Hwni 1.223 1.081 0.731 0.516 -1.665 4.333 
(DtRmi×logKi) 0.571 0.112 1.612 0.006 0.150 1.000 
(DtRmi×logKi)Mad -0.151 0.083 -1.610 0.066 -0.236 0.012 
(DtRmi×logKi×Cmv) 69.028 17.566 2.640 0.000 32.246 101.620 
(DtRmi×logKi×Yom) -0.017 0.025 -0.660 0.532 -0.882 0.0321 
(DtRmi×logKi×Yom)2 0.007 0.001 0.067 0.532 -0.001 0.002 
Constant -115.882 44.577 -2.314 0.022 -116.251 -7.512 
The results suggest that the role of migrant in 
the expenditure decision-making process of 
expenditure for households is statistically 
significant for the category consumption, 
results which are consistent with those 
presented in Table 1.3 for the total sample 
though the sign is again contrary to the 
expectations. The results suggest that if 
migrant advises the remittance recipient 
household on how to spend remittances, the 
effect of one percent increase in income, 
increases the share of expenditure on 
consumption. The results are also consistent 
with that of the total sample with regard to the 
share of expenditure on durable goods and 
education, giving a statistically insignificant 
effect of income increase in the presence of 
advise on how to spend remittances. 
The results for the variable taking into 
account the frequency of visits are also 
consistent with those presented in Table 1.3. 
This variable suggest that an if a remittance 
sender visits the home country once, the 
effect of a one percent increase in income is 
an additional increase in the share of 
education expenditure, compared to 
households receiving remittances but not 
receiving visits; suggesting that the presence 
of the migrant may act as a control 
mechanism. The frequency of visits also 
affects the current consumption category, 
suggesting that if the remittance sender visits 
the home country, as income increases by one 
percent, current consumption drops. The 
variable taking into account the duration of 
stay in migration, as a potential indicator for 
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the risk of remittances decreasing is 
statistically insignificant across all 
specifications. 
The income variable is statistically 
insignificant for the share of current 
consumption category for the sub-sample of 
households who receive remittances. This 
suggests that the change of income level for 
remittance recipient households does not 
change the share of expenditure on 
consumption. However, the results are highly 
significant with regard to the expenditure on 
durable goods, suggesting that a one percent 
increase in income increases the expenditure 
on durable goods. With regard to education, 
a one percent increase in income results in an 
increased share of expenditure on education. 
The results of durable goods and education 
are consistent with those presented in Table 
1.4 in terms of significance, signs and also 
magnitude. 
The estimated effect of the age of the head of 
the household does not suggest any 
significant effect across the three 
specifications, while the age square is only 
significant with regard to expenditure on 
education suggesting negative relationship 
with expenditure on education, although the 
effect is relatively small. The number of 
children in the household is suggested to have 
positive and significant relationship on 
current consumption. Also, the squared term 
for the variable taking into account the 
number of children squared is statistically 
significant, indicating a non-linear 
relationship. However, the calculated turning 
point of expenditure is so high that it never 
reaches it given that within our sample. With 
regard to expenditure on durable goods and 
education, the results are statistically 
insignificant. 
Similar to the results presented in Table 1.3, 
the number of adults is statistically 
insignificant with regard to the current 
consumption category and similar arguments 
as in the previous section could be used, 
either, suggesting some returns to scale or 
increased returns as a result of increased 
production and hence keeping the shares 
unchanged. However, contrary to the results 
for total sample presented in the previous 
section, the effect of the number of adults in 
the household on expenditure for durable 
goods is positive and with non-linear 
relationship as indicated by the squared term 
of the variable. Similar are the results with 
regard to the expenditure on education as 
they indicate that the number of adults in the 
household increase the share of expenditure 
on education.   
The effect of education on the share of 
consumption is statistically insignificant as 
found for the full sample. However, 
regarding the share of expenditure on 
education, the results are statistically 
insignificant. However, the education 
variable has statistically significant effect on 
the share of expenditure on durable goods, by 
decreasing them if head of households’ 
education is higher by one year. Gender is 
statistically significant with regard to the 
share of expenditure on durable goods, 
decreasing the expenditure when the 
household is headed by female, however, for 
the other two categories the estimates are 
statistically insignificant. Similar to the 
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estimates using the full sample, this variable 
is important when considering only the 
remittance recipient households’ share of 
expenditure on durable goods. Owning their 
house/apartment increases the share of 
expenditure on durable goods. With regard to 
the other two categories, the results are 
statistically insignificant. Self-employment is 
statistically insignificant with regard to the 
share of current consumption and durable 
goods. While for the education category, it is 
statistically significant and negative, similar 
to the results presented in Table 1.4. The 
results estimate that when the head of 
household is self-employed the share of 
expenditure on education decreases. 
CONCLUSIONS 
In this paper, the Working-Lesser model has 
been applied to estimate the impact of 
remittances on households’ expenditure 
patterns in Bangladesh. In order to 
investigate the expenditure patterns, we 
estimated the regressions for three different 
categories, that is, share of expenditure on 
current consumption, share of expenditure on 
durable goods and share of expenditure on 
education. Given the specificities in the data, 
that is, the all positive numbers in current 
consumption variable and the presence of a 
considerable number of zero values in the 
durable goods and education categories, two 
different estimation methods have been used, 
that is OLS and Tobit. Since it is often 
suggested in the literature, expenditure was 
initially used as a proxy for income. This is 
because income is often underreported, but 
also, expenditure often depends on long-term 
expectations for income and borrowing. 
However, diagnostic tests suggested that the 
model specification was not appropriate 
using expenditure. Consequently, income 
was used for this estimation, though the 
results of the model using expenditure have 
been included as a robustness check. 
Regarding the factors affecting the 
expenditure patterns, the results suggested 
that the effect of the income variable is in line 
with Working-Lesser model and highly 
significant, suggesting that as income in the 
household increases the share of expenditure 
in current consumption decreases. The effect 
of income is the opposite on the share of 
durable goods and education. The age-
current consumption relationship is non-
linear suggesting a U-shaped function and the 
lowest point being at the age. The age and 
durable expenditure relationship is estimated 
as inverse U-shaped. As for education 
expenditure, the share of expenditure on this 
category increases. The number of children 
below the age of 18 affects positively the 
share of expenditure on current consumption 
and is linear, while for durable goods there is 
a negative effect. The share of education 
expenditure increases as the number of 
children increases, though; in Bangladesh the 
public education is almost free. The result is 
that the education of the head of the 
household positively effects the share of 
expenditure on education. Gender also makes 
a difference in terms of share to each 
category, given that female headed 
households spend higher share on current 
consumption and lower on durable goods. 
Self-employed headed households behave 
differently with regard to the share of 
 Mannan & Krueger:  
The Impact of Remittances on Household: An Empirical Study on the Bangladeshi Diaspora in United Kingdom 
72 
expenditure on education with the share 
decreasing. In addition to the standard 
models used in the literature, in this paper, the 
Working Leser model has been expanded 
with new variables which could affect the 
expenditure patterns. A widely neglected 
variable in the literature for developing 
countries is that taking into account the home 
ownership. This variable is estimated to be 
one of the main factors affecting expenditure 
patterns. Home ownership increases the share 
of expenditure on current consumption and 
durable goods, while it decreases the 
category of education, perhaps reflecting 
some sort of economic security compared to 
their counterparts. 
The major concern of this study is the effect 
of remittances on expenditure patterns, 
considering whether the presence of 
remittances gives rise to different behaviour 
than for other sources of income, but also 
raised hypotheses such as whether the 
remittances recipient households are driven 
by moral hazard behaviour and whether this 
could be reduced by remitter’s actions. We 
included a variable which takes into account 
whether the migrant advises the households 
on how to spend remittances and considered 
if the frequency of visits of the migrant could 
serve as control mechanism. The estimates 
suggest that the changes in income of 
households who receive remittances are spent 
differently compared to non-recipients across 
expenditure categories. An increase of 
income for recipient households leads to a 
higher change in durable goods expenditure. 
An increase in income in the households 
receiving remittances and getting advice on 
how to spend them, results in an increased 
share of consumption category, compared to 
remittance receivers who do not receive 
advice, but does not affect the share of the 
other categories. An increase of income to the 
households who receive remittances and the 
migrant visits, results in a decreased share of 
expenditure in current consumption and an 
increased share of expenditure in education, 
compared to remittance receivers who are not 
visited. However, years of migration are not 
found to affect expenditure patterns. In order 
to further investigate the remittances, a 
separate model was estimated with the same 
definitions, but only for the remittance 
recipient households. The results are 
generally in line with those presented in the 
main model, however, with more 
insignificant variables. For those that are 
significant the sign and the magnitude are 
generally in line with those for the full 
sample. 
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